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Via Hand Delivery

Filing Desk

Securities and Exchange Commission
100 F Street, N.E.

Washington, D.C. 20549

Re: IF Bancorp, Inc.
Form SE

Dear Sir or Madam:

In accordance with Rules 202 and 311(g)(2) of Regulation S-T, the supporting financial
information from Exhibit 99.3 to the Registration Statement on Form S-1 of IF Bancorp, Inc. (the
“Company”), which is the Company’s Valuation Appraisal Report, is being filed in paper format
pursuant to the Company’s request for a continuing hardship exemption filed by letter dated
March 9, 2011. On behalf of the Company, please find enclosed for filing one (1) original and
two (2) copies of the Company’s Form SE, which includes the entire Valuation Appraisal
Report.

Please acknowledge receipt of this filing by stamping a copy of this letter and returning it
to us via our courier. If you have any questions regarding the enclosed, please do not hesitate to
contact the undersigned at (202) 274-2016 or Michael Brown at (202) 274-2003. Thank you for

your assistance.
Very truly yours,

Jeffrey Cass
Paralegal

Enclosures

cc: Alan D. Martin, President and Chief Executive Officer
Michael Brown, Esq.
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RP® FINANCIAL, LC.
Serving the Financial Services Industry Since 1988

February 25, 2011

Board of Directors

Iroquois Federal Savings and Loan Association
201 East Cherry Street

Watseka, lllinois 60970

Members of the Board of Directors:

At your request, we have completed and hereby provide an independent
appraisal ("Appraisal") of the estimated pro forma market value of the common stock
which is to be issued in connection with the mutual-to-stock conversion transaction
described below.

This Appraisal is furnished pursuant to the conversion regulations promulgated
by the Office of Thrift Supervision (“OTS”). Specifically, this Appraisal has been
prepared in accordance with the “Guidelines for Appraisal Reports for the Valuation of
Savings and Loan Associations Converting from Mutual to Stock Form of Organization”
as set forth by the OTS, and applicable regulatory interpretations thereof.

Description of Plan of Conversion

The Board of Directors of Iroquois Federal Savings and Loan Association
(“Iroquois Federal” or the “Association”) adopted the plan of conversion on March 8,
2011, incorporated herein by reference. Pursuant to the plan of conversion, the
Association will convert from a federally-chartered savings association to a federally-
chartered stock savings association and become a wholly-owned subsidiary of IF
Bancorp, Inc. (“IF Bancorp” or the “Company”), a newly formed Maryland corporation.
IF Bancorp will offer 100% of its common stock in a subscription offering to Eligible
Account Holders, Tax-Qualified Plans including the employee stock ownership plan (the
“ESOP”), Supplemental Eligible Account Holders and Other Members, as such terms
are defined for purposes of applicable federal regulatory guidelines governing mutual-
to-stock conversions. To the extent that shares remain available for purchase after
satisfaction of all subscriptions received in the subscription offering, the shares may be
offered for sale to members of the general public in a community offering and/or a
syndicated community offering. Going forward, IF Bancorp will own 100% of the
Association’s stock, and the Association will initially be IF Bancorp’s sole subsidiary. A
portion of the net proceeds received from the sale of the common stock will be used to
purchase all of the then to be issued and outstanding capital stock of the Association
and the balance of the net proceeds will be retained by the Company.

Washington Headquarters

Three Ballston Plaza Telephone: (703) 528-1700
1100 North Glebe Road, Suite 1100 Fax No.: (703) 528-1788
Arlington, VA 22201 Toll-Free No.: (866) 723-0594

www.rpfinancial.com E-Mail: mail@rpfinancial.com
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At this time, no other activities are contemplated for the Company other than the
ownership of the Association, a loan to the newly-formed ESOP and reinvestment of the
proceeds that are retained by the Company. In the future, Bancorp may acquire or
organize other operating subsidiaries, diversify into other banking-related activities, pay
dividends or repurchase its stock, although there are no specific plans to undertake
such activities at the present time.

The plan of conversion provides for the Company to contribute common stock
and cash to the Iroquois Federal Foundation, Inc., a charitable foundation to be
established by the Association (the “Foundation”). The Foundation will be funded with
IF Bancorp common stock contributed by the Company in an amount equal to 7.0% of
the shares of common stock issued in the offering and cash equal to 1.0% of the gross
proceeds raised in the conversion offering. The purpose of the Foundation is to provide
financial support to charitable organizations in the communities in which lroquois
Federal operates and to enable those communities to share in Iroquois Federal's long-
term growth. The Foundation will be dedicated completely to community activities and
the promotion of charitable causes.

RP® Financial, LC.

RP® Financial, LC. (“RP Financial’) is a financial consulting firm serving the
financial services industry nationwide that, among other things, specializes in financial
valuations and analyses of business enterprises and securities, including the pro forma
valuation for savings institutions converting from mutual-to-stock form. The background
and experience of RP Financial is detailed in Exhibit V-1. We believe that, except for
the fee we will receive for our appraisal, we are independent of the Association and the
other parties engaged by the Association to assist in the plan of conversion and stock
issuance process.

Valuation Methodology

In preparing our appraisal, we have reviewed the Association’s and the
Company’s regulatory applications, including the prospectus as filed with the OTS and
the Securities and Exchange Commission ("SEC”). We have conducted a financial
analysis of the Association that has included due diligence related discussions with
Iroquois Federal's management; BKD, LLP, the Association’s independent auditor; Luse
Gorman Pomerenk & Schick, P.C., the Association’s conversion counsel; and Keefe
Bruyette & Woods, Inc., which has been retained as the financial and marketing advisor
in connection with the Association’s stock offering. All conclusions set forth in the
Appraisal were reached independently from such discussions. In addition, where
appropriate, we have considered information based on other available published
sources that we believe are reliable. While we believe the information and data
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gathered from all these sources are reliable, we cannot guarantee the accuracy and
completeness of such information.

We have investigated the competitive environment within which Iroquois Federal
operates and have assessed the Association’s relative strengths and weaknesses. We
have monitored all material regulatory and legislative actions affecting financial
institutions generally and analyzed the potential impact of such developments on
Iroquois Federal and the industry as a whole to the extent we were aware of such
matters. We have analyzed the potential effects of the stock conversion on the
Association’s operating characteristics and financial performance as they relate to the
pro forma market value of Iroquois Federal. We have reviewed the economy and
demographic characteristics of the primary market area in which the Association
currently operates. We have compared Iroquois Federal’s financial performance and
condition with publicly-traded thrift institutions evaluated and selected in accordance
with the Valuation Guidelines, as well as all publicly-traded thrifts and thrift holding
companies. We have reviewed conditions in the securities markets in general and the
market for thrifts and thrift holding companies, including the market for new issues.

The Appraisal is based on Iroquois Federal's representation that the information
contained in the regulatory applications and additional information furnished to us by the
Association and its independent auditors, legal counsel, investment bankers and other
authorized agents are truthful, accurate and complete. We did not independently verify
the financial statements and other information provided by the Association, or its
independent auditors, legal counsel, investment bankers and other authorized agents
nor did we independently value the assets or liabilities of the Association. The valuation
considers lroquois Federal only as a going concern and should not be considered as an
indication of the Association’s liquidation value.

Our appraised value is predicated on a continuation of the current operating
environment for the Association and the Company and for all thrifts and their holding
companies. Changes in the local and national economy, the federal and state
legislative and regulatory environments for financial institutions, the stock market,
interest rates, and other external forces (such as natural disasters or significant world
events) may occur from time to time, often with great unpredictability, and may
materially impact the value of thrift stocks as a whole or the Association’s value alone.
It is our understanding that Iroquois Federal intends to remain an independent institution
and there are no current plans for selling control of the Association as a converted
institution. To the extent that such factors can be foreseen, they have been factored
into our analysis.

The estimated pro forma market value is defined as the price at which the
Company’s stock, immediately upon completion of the offering, would change hands
between a willing buyer and a willing seller, neither being under any compulsion to buy
or sell and both having reasonable knowledge of relevant facts.
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Valuation Conclusion

It is our opinion that, as of February 25, 2011, the estimated aggregate pro forma
market value of the shares to be issued immediately following the conversion, including
shares to be issued to the Foundation, equaled $36,380,000 at the midpoint, equal to
3,638,000 shares offered at a per share value of $10.00. Pursuant to conversion
guidelines, the 15% offering range indicates a minimum value of $30,923,000 and a
maximum value of $41,837,000. Based on the $10.00 per share offering price
determined by the Board, this valuation range equates to total shares outstanding of
3,092,300 at the minimum and 4,183,700 at the maximum. In the event the appraised
value is subject to an increase, the aggregate pro forma market value may be increased
up to a supermaximum value of $48,112,550 without a resolicitation. Based on the
$10.00 per share offering price, the supermaximum value would result in total shares
outstanding of 4,811,255. Based on this valuation range, the offering range is as
follows: $28,900,000 at the minimum, $34,000,000 at the midpoint, $39,100,000 at the
maximum and $44,965,000 at the supermaximum. Based on the $10.00 per share
offering price, the number of offering shares is as follows: 2,890,000 at the minimum,
3,400,000 at the midpoint, 3,910,000 at the maximum and 4,496,500 at the
supermaximum.

Limiting Factors and Considerations

The valuation is not intended, and must not be construed, as a recommendation
of any kind as to the advisability of purchasing shares of the common stock. Moreover,
because such valuation is determined in accordance with applicable OTS regulatory
guidelines and is necessarily based upon estimates and projections of a number of
matters, all of which are subject to change from time to time, no assurance can be given
that persons who purchase shares of common stock in the conversion will thereafter be
able to buy or sell such shares at prices related to the foregoing valuation of the
estimated pro forma market value thereof. The appraisal reflects only a valuation range
as of this date for the pro forma market value of IF Bancorp immediately upon issuance
of the stock and does not take into account any trading activity with respect to the
purchase and sale of common stock in the secondary market on the date of issuance of
such securities or at anytime thereafter following the completion of the public stock
offering.

The valuation prepared by RP Financial in accordance with applicable OTS
regulatory guidelines was based on the financial condition and operations of Iroquois
Federal as of December 31, 2010, the date of the financial data included in the
prospectus.

RP Financial is not a seller of securities within the meaning of any federal and
state securities laws and any report prepared by RP Financial shall not be used as an
offer or solicitation with respect to the purchase or sale of any securities. RP Financial
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maintains a policy which prohibits RP Financial, its principals or employees from
purchasing stock of its financial institution clients.

The valuation will be updated as provided for in the OTS conversion regulations
and guidelines. These updates will consider, among other things, any developments or
changes in the financial performance and condition of Iroquois Federal, management
policies, and current conditions in the equity markets for thrift stocks, both existing
issues and new issues. These updates may also consider changes in other external
factors which impact value including, but not limited to: various changes in the federal
and state legislative and regulatory environments for financial institutions, the stock
market and the market for thrift stocks, and interest rates. Should any such new
developments or changes be material, in our opinion, to the valuation of the shares,
appropriate adjustments to the estimated pro forma market value will be made. The
reasons for any such adjustments will be explained in the update at the date of the
release of the update.

Respectfully submitted,

RP® FINANCIAL, LC.

Jill- S
William E. Pomm::n’i:g’~/j

Chief Executive Officer and
Managipg Director

A

Gregory E. Dunn
Director
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I. OVERVIEW AND FINANCIAL ANALYSIS

Introduction

Iroquois Federal Savings and Loan Association (“lroquois Federal” or the
“‘Association”), chartered in 1883, is a federally-chartered savings association
headquartered in Watseka, lllinois. Watseka is located in eastern lllinois near the
Indiana border, approximately 100 miles south of Chicago. The Association serves
east-central lilinois through the main office and three branch offices. The main office
and one branch office are located in Iroquois County and the remaining two branch
offices are located in Vermilion County, which is the adjacent to the southern border of
Iroquois County. The Association also maintains a loan production office in Osage
Beach, Missouri, which is located in central Missouri. A map of the Association’s office
locations is provided in Exhibit I-1. The Association is a member of the Federal Home
Loan Bank (“FHLB") system, and its deposits are insured up to the regulatory
maximums by the Federal Deposit Insurance Corporation (“FDIC”). At December 31,
2010, the Association had $404.9 million in assets, $333.2 million in deposits and total
equity of $36.7 million, equal to 9.1% of total assets. The Association’s audited financial

statements are incorporated by reference as Exhibit I-2.

Plan of Conversion

On March 8, 2011, the Board of Directors of the Association adopted a plan of
conversion, incorporated herein by reference, in which the Association will convert from
a federally-chartered mutual savings association to a federally-chartered stock savings
association and become a wholly-owned subsidiary of IF Bancorp, Inc. ("IF Bancorp" or
the "Company"), a newly formed Maryland corporation. IF Bancorp will offer 100% of its
common stock to qualifying depositors of Iroquois Federal in a subscription offering and,
if necessary, to members of the general public through a community offering and/or a
syndicated community offering. Going forward, IF Bancorp will own 100% of the
Association’s stock, and the Association will initially be IF Bancorp’s sole subsidiary. A

portion of the net proceeds received from the sale of common stock will be used to
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purchase all of the then to be issued and outstanding capital stock of the Association
and the balance of the net proceeds will be retained by the Company.

At this time, no other activities are contemplated for the Company other than the
ownership of the Association, extending a loan to the newly-formed employee stock
ownership plan (the "ESOP") and reinvestment of the proceeds that are retained by the
Company. In the future, IF Bancorp may acquire or organize other operating
subsidiaries, diversify into other banking-related activities, pay dividends or repurchase
its stock, although there are no specific plans to undertake such activities at the present

time.

Concurrent with the conversion, the Company will contribute IF Bancorp common
stock and cash to the Iroquois Federal Foundation, Inc. (the “Foundation”), a newly
formed charitable foundation established by the Association. The common stock
contribution will be in an amount equal to 7.0% of the shares of common stock issued in
the offering, and the cash contribution will be equal to 1.0% of the gross proceeds
raised in the conversion offering. The purpose of the Foundation is to provide financial
support to charitable organizations in the communities in which the Association
operates. The dilutive impact of the contribution to the Foundation has been factored

into this appraisal.

Strategic Overview

Iroquois Federal maintains a local community banking emphasis, with a primary
strategic objective of meeting the borrowing and savings needs of its local customer
base. The Association has pursued a growth strategy in recent years, in which asset
growth has been sustained through a combination of loans and investments. Retail

deposits have been the primary funding source for the Association’s asset growth.

Historically, Iroquois Federal's operating strategy has been fairly reflective of a
traditional thrift operating strategy, in which 1-4 family residential mortgage loans and
retail deposits have constituted the principal components of the Association’s assets
and liabilities, respectively. In more recent years, the Association has pursued a

strategy of placing more of an emphasis on diversifying into other types of lending that
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generally earn higher yields and are more rate sensitive than 1-4 family permanent
mortgage loans. Beyond 1-4 family permanent mortgage loans, commercial real
estate/multi-family loans, consumer loans and commercial business loans constitute the
most significant areas of lending diversification for the Association. Lending
diversification for the Association also includes home equity loans and construction
loans. The Association’s current strategic plan is to continue to pursue recent growth
strategies, in which lending diversification will emphasize growth of commercial real
estate and commercial business loans. Pursuant to targeting growth of commercial
loans, the Association is also placing an emphasis on growing commercial deposit
accounts through establishing full service banking relationships with its commercial
borrowers. The origination of 1-4 family permanent mortgage loans is expected to
remain as the Association’s primary lending activity, but growth of the 1-4 family loan
portfolio will be somewhat limited by the Association’s general philosophy of selling

originations of 1-4 family fixed rate loans with terms of more than fifteen years.

Investments serve as a supplement to the Association’s lending activities and the
investment portfolio is considered to be indicative of a low risk investment philosophy.
U.S. Government and agency securities constitute the major portion of the Association’s
investment portfolio, with other:investments consisting of mortgage-backed securities,

municipal bonds and FHLB stock.

The Association’'s lending and investment strategies have supported
management of credit risk exposure, as evidenced by favorable credit quality measures
for non-performing assets and credit quality related losses. Iroquois Federal is not a
subprime lender and does not hold any investments in high risk collateralized debt
obligations (“CDOs").

Retail deposits have consistently served as the primary interest-bearing funding
source for the Association and have funded most of the Association’s asset growth in
recent years. Certificates of deposit (“CDs”) constitute the largest portion of the
Association’s deposit, although the concentration of CDs comprising total deposits has

declined in recent years. The Association utilizes borrowings as a supplemental funding
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source to facilitate management of funding costs and interest rate risk. Borrowings
utilized the Association have typically been limited to FHLB advances.

lroquois Federal's earnings base is largely dependent upon net interest income
and operating expense levels. In recent years, the Association’s net interest margin has
trended higher as interest rate spreads have increased with the decline in short-term
interest rates and resulting steeper yield curve. In particular, the Association’s balance
sheet is liability-sensitive in the short-term and, therefore, funding costs have decreased
more rapidly relative to yields earned on less rate sensitive interest-earning assets.
Operating expenses have increased in recent years as well, which has been mostly
related to higher compensation costs incurred in connection with expansion of staff to
facilitate and implement planned growth strategies.  Revenues derived from non-
interest income sources have been a fairly substantive and growing contributor to the
Association’s core earnings base, with such income consisting mostly of fees and

service charges, insurance commissions and mortgage banking income.

The post-offering business plan of the Association is expected to continue to
focus on operating and growing a profitable institution serving retail customers and
businesses in local markets. Accordingly, Iroquois Federal will continue to be an
independent community-oriented financial institution with a commitment to meeting the
retail and commercial banking needs of individuals and businesses in east-central
lllinois. In addition, the Association’s business plan is to implement strategies that will

facilitate growth of its franchise and increase earnings.

The Association’s Board of Directors has elected to complete a mutual-to-stock
conversion to improve the competitive position of Iroquois Federal. The capital realized
from the stock offering will increase the operating flexibility and overall financial strength
of Iroquois Federal. The additional capital realized from stock proceeds will increase
the Association's leverage capacity, pursuant to which the Association plans to
emphasize loan growth and growth of other interest-earning assets. lroquois Federal's
higher capital position resulting from the infusion of stock proceeds will also serve to
reduce interest rate risk, particularly through enhancing the Association’s interest-
earning-assets-to-interest-bearing-liabilities ("IEA/IBL") ratio. = The additional funds
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realized from the stock offering will provide an alternative funding source to deposits
and borrowings in meeting the Association’s future funding needs, which may facilitate a
reduction in Iroquois Federal's funding costs. Additionally, Iroquois Federal's stronger
capital position will also better position the Association to take advantage of expansion
opportunities as they arise. Such expansion would most likely occur through the
establishment or acquisition of additional banking offices or customer facilities that
would provide for further penetration in the markets currently served by the Association
or nearby surrounding markets. The Association will also be better positioned to pursue
growth through acquisition of other financial service providers following the stock
offering, given its strengthened capital position and its ability to offer stock as
consideration. At this time, the Association has no specific plans for expansion. The
projected uses of proceeds are highlighted below.

0 IF Bancorp The Company is expected to retain up to 50% of the net
offering proceeds. At present, funds at the Company level, net of the loan
to the ESOP, are expected to be primarily invested initially into liquid funds
held as a deposit at the Association and short-term investment grade
securities. Over time, the funds may be utilized for various corporate
purposes, possibly including acquisitions, infusing additional equity into

the Association, repurchases of common stock, and the payment of
regular and/or special cash dividends.

0 Iroquois Federal. Approximately 50% of the net stock proceeds will be
infused into the Association in exchange for all of the Association’s newly
issued stock. Cash proceeds (i.e., net proceeds less deposits withdrawn
to fund stock purchases) infused into the Association are anticipated to
become part of general operating funds, and are expected to be primarily
utilized to fund loan growth.

Overall, it is the Association’s objective to pursue growth that will serve to
increase returns, while, at the same time, growth will not be pursued that could

potentially compromise the overall risk associated with Iroquois Federal's’ operations.
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Balance Sheet Trends

Table 1.1 shows the Association’s historical balance sheet data for the past five
and one-half fiscal years. From fiscal year end 2006 through December 31, 2010,
Iroquois Federal’s assets increased at a 4.8% annual rate. Asset growth included a mix
of investments and loans, which provided for a fairly consistent interest-earning asset
composition over the five and one-half period. Since fiscal year end 2006, deposit
growth has funded most of the Association’s asset growth. A summary of Iroquois
Federal's key operating ratios for the past five and one-half years is presented in Exhibit
I-3.

Iroquois Federal’s loans receivable portfolio increased at a 4.3% annual rate from
year end 2006 through December 31 2010, in which loan growth was sustained
throughout the period. The Association's slightly lower loan growth rate compared to its
asset growth rate provided for a slight decrease the loans-to-assets ratio from 60.6% at
fiscal year end 2006 to 59.5% at December 31, 2010. Iroquois Federal's historical
emphasis on 1-4 family lending is reflected in its loan portfolio composition, as 61.0% of

total loans receivable consisted of 1-4 family loans at December 31, 2010.

Trends in the Association’s loan portfolio composition over the past five and one-
half fiscal years show that the concentration of 1-4 family permanent mortgage loans
comprising total loans declined from a high of 78.8% at fiscal year end 2007 to a low of
61.0% at December 31, 2010. The decrease in the concentration of 1-4 family loans
comprising the Association’s loan was due a decrease in the balance of 1-4 family loans
held by the Association, as well as growth of other types of loans. The declining
balance of 1-4 family loans reflects Iroquois Federal's general philosophy of selling
originations of longer term fixed rate 1-4 family loans into the secondary market. Over
the past five and one-half fiscal years, lending diversification by the Association has
emphasized commercial real estate/multi-family loans. The concentration of
commercial real estate/multi-family loans comprising total loans increased from 6.7% at
fiscal year end 2006 to 21.4% at December 31, 2010. Consumer loans, excluding
home equity loans, and commercial business loans constitute the other major areas of

lending diversification for the Association. Consumer loans decreased from 10.9% of
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Total Amount of:

Assets

Cash and cash equivalents
Investment securities/CDs
Loans held for sale

Loans receivable, net
FHLB stock

Bank-owned life insurance

Deposits
Borrowings

Equity

Full Service Banking Offices Open

(1) Ratios are as a percent of ending assets.
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Table 1.1
lroquois Federal Savings and Loan Association
Historical Balance Sheet Data

6/30/06-

12/31110

At Fiscal Year Ended June 30, At December 31, Annual.
2006 2007 2008 2009 2010 2010 Growth Rate

Amount Pct(1 Amount Pct(1) Amount Pct(1 Amount Pct(1) Amount Pct(1 Amount Pct(1) Pct
($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) (%)
$328,488 100.00% $326,425 100.00% $338,959 100.00% $377,158 100.00% $384,782 100.00% $404,911 100.00% 4.76%
8,640 2.63% 5,826 1.78% 3,658 1.08% 11,902 3.16% 6,836 1.78% 6,655 1.64% -5.64%
104,819 31.91% 97,443 29.85% 103,033  30.40% 124,870 33.11% 125,747 32.68% 138,127 34.11% 6.32%
- 0.00% - 0.00% - 0.00% 156 0.04% 460 0.12% 242 0.06% NM
199,105 60.61% 206,730 63.33% 215,180 63.48% 223,656 59.30% 233,753 60.75% 240,725 59.45% 4.31%
3,536 1.08% 3,688 1.13% 3,121 0.92% 3,121 0.83% 3,121 0.81% 3,121 0.77% -2.74%
5,985 1.82% 3,121 0.96% 6,469 1.91% 6,723 1.78% 6,978 1.81% 7,108 1.76% 3.90%
$271,932 82.78% $272,795 83.57% $269,944 79.64% $313,252 83.06% $320,557 83.31% $333,191  82.29% 4.62%
27,000 8.22% 22,000 6.74% 36,000 10.62% 26,500 7.03% 22,500 5.85% 31,000 7.66% 3.12%
$26,288 8.00% $27,054 8.29% $28,912 8.53% $33,256 8.82% $37,288 9.69% $36,720 9.07% 7.71%
4 4 4 4 4 4

Sources: lroquois Federal's prospectus, audited and unaudited financial statements and RP Financial calculations.
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total loans at fiscal year end 2006 to 6.9% of total loans at December 31, 2010, while
commercial business loans increased from 3.7% of total loans at fiscal year end 2006 to
6.3% of total loans at December 31, 2010. Home equity loans have been a source of
loan growth for the Association as well, as home equity ioans comprising total loans
increased from a zero balance at fiscal year end 2006 to 4.0% of total loans at
December 31, 2010. Lending diversification for the Association also includes
construction loans, which has generally not been a significant area of lending
diversification for the Association. Construction loans comprised 0.5% of the loan
portfolio at December 31, 2010.

The intent of the Association’s investment policy is to provide adequate liquidity
and to generate a favorable return within the context of supporting Iroquois Federal's
overall credit and interest rate risk objectives. It is anticipated that proceeds retained at
the holding company level will primarily be invested into a deposit at the Association or
other short-term funds. Over the past five and one-half years, the Association’s level of
cash and investment securities (inclusive of FHLB stock) ranged from a low of 32.4% of
assets at fiscal year end 2008 to a high 36.5% of assets at December 31, 2010. In
recent years, the Association has emphasized investing in U.S. Government federal
agency and government sponsored enterprises (“GSEs”) and such investments
constituted the major portion of investment portfolio at December 31, 2010 ($122.3
million). Other investments held by the Association at December 31, 2010 consisted of
mortgage-backed securities ($12.9 million), which are mortgage pass-through
certificates that are guaranteed or insured by GSEs, and municipal bonds ($2.6 million).
As of December 31, 2010, all investment securities were maintained as available for
sale and the net unrealized gain on the investment portfolio equaled $746,000. Exhibit
I-4 provides historical detail of the Association's investment portfolio. As of December
31, 2010, the Association also held FHLB stock of $3.1 million or 0.8% of assets, cash
and cash equivalents amounting to $6.7 million or 1.6% of assets and CDs held in other

financial institutions of $250,000.

The Association also maintains an investment in bank-owned life insurance

(“BOLI") policies, which cover the lives of the Association’s directors and officers. The
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purpose of the investment is to provide funding for the benefit plans of the covered
individuals. The life insurance policies earn tax-exempt income through cash value
accumulation and death proceeds. As of December 31, 2010, the cash surrender value
of the Association’s BOLI equaled $7.1 million.

Over the past five and one-half years, Iroquois Federal's funding needs have
been largely addressed through deposits and internal cash flows, with supplemental
funding provided by borrowings and retained earnings. From fiscal year end 2006
through December 31, 2010, the Association’s deposits increased at an annual rate of
4.6%. After declining slightly during fiscal year 2008, positive deposit growth was
sustained over the past two and one-half fiscal years. The most significant deposit
growth occurred during fiscal year 2009. Deposits as a percent of assets ranged from a
low of 79.6% at fiscal year end 2008 to a high of 83.6% at fiscal year end 2007. As of
December 31, 2010, the Association's deposits totaled $333.2 million or 82.3% of
assets. CDs account for the largest concentration of the Association’s deposits and
comprised 62.15% of average deposits for the six months ended December 31, 2010.
Transaction and savings account deposits comprised 37.85% of average deposits for
the six months ended December 3,1 2010, with money market accounts comprising the

largest portion of the Association’s core deposits.

Borrowings serve as an alternative funding source for the Association to address
funding needs for growth and to support management of deposit costs and interest rate
risk. From fiscal year end 2006 to December 31, 2010, borrowings increased at an
annual rate of 3.1%. Borrowings ranged from a low of $22.0 million or 6.7% of assets at
fiscal year end 2007 to a high of $36.0 million or 10.6% of assets at fiscal year end
2008. As of December 31, 2010, lroquois Federal maintained $31.0 million of
borrowings equal to 7.7% of assets. The Association's utilization of borrowings has
generally been limited to FHLB advances and borrowings held by the Association at

December 31, 2010 consisted entirely of FHLB advances.

Since fiscal year end 2006, retention of earnings and the adjustment for
accumulated other comprehensive income translated into an annual capital growth rate
of 7.7% for the Association. Capital growth outpaced the Association’s asset growth
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rate, as Iroquois Federal’s equity-to-assets ratio increased from 8.0% at year fiscal year
end 2006 to 9.1% at December 31, 2010. All of the Association’s capital is tangible
capital and the Association maintained capital surpluses relative to all of its regulatory
capital requirements at December 31, 2010. The addition of stock proceeds will serve
to strengthen the Association’s capital position, as well as support growth opportunities.
At the same time, as the result of the significant increase that will be realized in the
Association’s pro forma capital position, Iroquois Federal's ROE can be expected to

initially decline from current returns

Income and Expense Trends

Table 1.2 shows the Association’s historical income statements for the past five
and one-half fiscal years. The Association reported positive earnings over the past five
and one-half fiscal years, ranging from a low of 0.20% of average assets during fiscal
year 2007 to a high of 0.79% of average assets for the twelve months ended December
31, 2010. Net interest income and operating expenses represent the primary
components of the Association’s earnings. Non-interest operating income has been a
solid and growing contributor to the Association’s earnings, while loan loss provisions
and gains and losses from the sale of investments and foreclosed assets have had a
varied impact on the Association’s earnings over the past five and one-half fiscal years.
Notably, the higher return posted during the twelve months ended December 31, 2010

was in part supported by an increase in gains on the sale of investment securities.

Over the past five and one-half fiscal years, the Association’s net interest income
to average assets ratio ranged from a low of 1.88% during fiscal year 2007 to a high of
2.91% during the twelve months ended December 31, 2010. The positive trend in the
net interest income ratio since fiscal year 2007 reflected a more significant decrease in
the interest expense ratio relative to the interest income ratio. The increase in the
Association’s net interest income ratio since fiscal year 2007 has been facilitated by a
wider yield-cost spread, as the decline in short-term interest rates and resulting steeper

yield curve has provided for a more significant decline in the Association’s funding costs
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Interest income
Interest expense

Net interest income
Provision for loan losses

Net interest income after provisions

Other operating income
Operating expense
Net operating income

Non-Operating Income

Gain(loss) on sale of investments

Gain (loss) on sale of foreclosed assets
Gain(loss) on loans sold

Impairment on investements

Net non-operating income

Net income before tax
Income tax provision
Net income (loss)

Adjusted Earnings
Net income

Add(Deduct): Net gain/(loss) on sale
Tax effect (2)
Adjusted earnings

Expense Coverage Ratio (3)
Efficiency Ratio (4)

(1) Ratios are as a percent of average assets.

(2) Assumes a 38.0% effective tax rate.

Table 1.2
Iroquois Federal Savings and Loan Association

Historical Income Statements

For the Fiscal Year Ended June 30,

OVERVIEW AND FINANCIAL ANALYSIS
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For the 12 months

(3) Expense coverage ratio calculated as net interest income before provisions for loan losses divided by operating expenses.
(4) Efficiency ratio calculated as operating expenses divided by the sum of net interest income before provisions for loan losses plus other income (excluding net gains).

Sources: Iroquois Federal's prospectus, audited & unaudited financial statements and RP Financial calculations.

2006 2007 2008 2009 2010 Ended 12/31/10
Amount Pct(1) Amount Pct(1) Amount Pct(1) Amount Pct(1) Amount Pct(1) Amount Pct(1)

($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%) ($000) (%)
$14,665 4.63% $17,224 5.26% $18,142 5.45% $18,118 _ 5.06% $17,761 4.58% $17,395 4.39%
(8,216) -2.59% (11,058) -3.38% (11,033) -3.32% (8,663) -2.42% (6,714) -1.73% (5,833) -1.47%
$6,449 2.03% $6,166 1.88% $7,109 2.14% $9,455 2.64% $11,047 2.84% $11,562 2.91%
- 0.00% (25) -0.01% 47y -0.01% (405) -0.11% (1.875) -0.48% (1,531) -0.3%%
$6,449 2.03% $6,141 1.88% $7,062 2.12% $9,050 2.53% $9,172 2.36% $10,031 2.53%
$2,078 0.66% $2,162 0.66% $2,324 0.70% $3,029 0.85% $2,932 0.76% $3,386 0.86%
(7,011) -2.21% (7,623) -2.33% (7,247) -2.18% (8.336) -2.33% (9,118) -2.35% (9.868) -2.49%
$1.516 0.48% $680 0.21% $2,139 0.64% $3,743 1.05% $2,986 0.77% $3,549 0.90%
$0 0.00% $0 0.00% 158 0.05% $69 0.02% $1,108 0.29% $1,182 0.30%
160 0.05% 115 5.73% 15 0.00% (43) -0.01% (28) -0.01% 113 0.03%
- 0.00% - 0.00% - - 0.00% - 0.00% - 0.00%
- 0.00% - 0.00% - 0.00% - 0.00% - 0.00% - 0.00%
$160 0.05% $115 0.04% $173 0.05% $26 0.01% $1,080 0.28% $1,295 0.33%
$1.676 0.53% $795 0.24% $2,312 0.69% $3,769 1.05% $4,066 1.05% $4,844 1.22%
(503) -0.16% (130) -0.04% (742 -0.22% (1,362) -0.38% (1,.389) -0.36% (1,719) -0.43%
$1,173 0.37% $665 0.20% $1,570 0.47% $2,407 0.67% $2,677 0.69% $3,125 0.79%
$1,173 0.37% $665 0.20% $1,570 0.47% $2,407 0.67% $2,677 0.69% $3,125 0.79%
(160) -0.05% (115) -0.04% (173) -0.05% (26) -0.01% (1,080) -0.28% (1,295) -0.33%
61 0.02% 44 0.01% 66 0.02% 10 0.00% 410 0.11% 492 0.12%
$1,074 0.34% $594 0.18% $1,463 0.44% $2,391 0.67% $2,007 0.52% $2,322 0.59%

0.92 0.81 0.98 1.13 1.21 1.17
82.2% 91.5% 76.8% 66.8% 65.3% 66.0%
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relative to less rate sensitive interest-earning asset yields. Loan growth that was
sustained by diversification into higher yielding types of loans also contributed to the
increase in the Association’s interest rate spread. Overall, the Association’s interest
rate spread increased from 1.88% during fiscal year 2007 to 3.01% during the six
months ended December 31, 2010. The Association’s net interest rate spreads and
yields and costs for the past five and one-half fiscal years are set forth in Exhibits 1-3
and I-5.

Non-interest operating income has been a growing contributor to the
Association’s earnings over the past five and one-half fiscal years, ranging from a low of
0.66% of average assets during fiscal years 2006 and 2007 to a high of 0.86% of
average assets during the twelve months ended December 31, 2010. Fees and service
charges constitute the largest source of non-interest operating income for the
Association, with other non-interest operating revenues derived from mortgage banking
revenues, insurance commissions, income earned on BOLI and miscellaneous other

revenue sources.

Operating expenses represent the other major component of the Association's
earnings, ranging from a low of 2.18% of average assets during fiscal years 2006 and
2008 to a high of 2.49% of average assets during the twelve months ended December
31, 2010. The upward trend in the Association’s operating expense ratio since fiscal
year 2008 has been in part related to adding personnel to facilitate implementation of
planned growth strategies and management of information technology operations. A
significant increase in FDIC insurance premiums was another factor that accounted for
the higher operating expenses reported by the Association in recent years. Upward
pressure will be placed on the Association’s expense ratio following the stock offering,
due to expenses associated with operating as a publicly-traded company, including
expenses related to the stock benefit plans. At the same time, the increase in capital
realized from the stock offering will increase the Association’s capacity to leverage

operating expenses through pursuing more aggressive growth of the balance sheet.

Overall, the general trends in the Association’s net interest margin and operating

expense ratio since fiscal year 2006 reflect an increase in core earnings, as indicated by
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the Association’s expense coverage ratio (net interest income divided by operating
expenses). Iroquois Federal's expense coverage ratio equaled 0.92 times during fiscal
year 2006, versus a ratio of 1.17 times during the twelve months ended December 31,
2010. The increase in the expense coverage ratio resulted from a more significant
increase in the net interest income ratio compared to the operating expense ratio.
Similarly, lroquois Federal's efficiency ratio (operating expenses, net of amortization of
intangibles, as a percent of the sum of net interest income and other operating income)
of 82.2% during fiscal year 2006 was less favorable than the 66.0% efficiency ratio
posted for the twelve months ended December 31, 2010.

Over the past five and one-half fiscal years, loan loss provisions established by
the Association ranged from a low of no loan loss provisions established during fiscal
year 2006 to a high of 0.48% of average assets during fiscal year 2010. For the twelve
months ended December 31, 2010, loan loss provisions amounted to $1.5 million or
0.39% of average assets. An increase in non-performing loans, growth of higher risk
types of loans and the impact of the recession on the local economy were factors that
contributed to the higher loan loss provisions established by the Association in recent
periods. As of December 31, 2010, the Association maintained valuation allowances of
$2.7 million, equal to 1.13% of net loans receivable and 66.85% of total non-accruing
loans and accruing loans delinquent 90 days or more. Exhibit |-6 sets forth the

Association’s loan loss allowance activity during the past five and one-half fiscal years.

Non-operating income over the past five and one-half fiscal years has typically
had a fairly modest impact on the Association’s earnings, consisting of gains on the sale
of investment of securities and gains and losses on the sale of foreclosed assets.
However, non-operating income was a comparatively larger contributor to the
Association’s earnings during fiscal year 2010 and during the twelve months ended
December 31, 2010, as the result of gains recorded on the sale of investment securities.
For the twelve months ended December 31, 2010, non-operating gains amounted to
$1.3 million or 0.33% of average assets and consisted of $1.2 million of gains on the

sale of investment securities and $113,000 of gains on the sale of foreclosed assets. In
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general, the gains and losses recorded by Association were not viewed as part of the
Association’s core or recurring earnings.

The Association’s effective tax rate ranged from a low of 16.35% during fiscal
year 2007 to a high of 36.14% during fiscal year 2009. As set forth in the prospectus,
the Association’s marginal effective statutory tax rate is 38.0%.

Interest Rate Risk Management

The Association’s balance sheet is liability-sensitive in the short-term (less than
one year) and, thus, the net interest margin will typically be adversely affected during
periods of rising and higher interest rates, as well as in the interest rate environment
that generally prevailed during 2006 and 2007 in which the yield curve was flat or
inverted. Comparatively, the Association’s interest rate spreads will tend to benefit
when short-term interest rates decline and the yield curve steepens, such as the interest
rate environment that has prevailed in recent years. As of December 31, 2010, the OTS
Net Portfolio Value (“NPV”) analysis indicated that a 2.0% instantaneous and sustained
increase in interest rates would result in a 20% decrease in Iroquois Federal's NPV (see
Exhibit 1-7).

The Association pursues a number of strategies to manage interest rate risk,
particularly with respect to seeking to limit the repricing mismatch between interest rate
sensitive assets and liabilities. The Association manages interest rate risk from the
asset side of the balance sheet through selling originations of longer term 1-4 family
fixed rate loans to the secondary market, originating 1-4 family ARM loans for
investment, maintaining investment securities as available for sale, laddering the
maturities of the investment portfolio out to six and three-quarter years and diversifying
into other types of lending beyond 1-4 family permanent mortgage loans which
generally consists of shorter term fixed rate balloon loans or variable rate loans. As of
June 30, 2010, of the Association’s total loans due after June 30, 2011, ARM loans
comprised 50.78% of those loans (see Exhibit I-8). On the liability side of the balance
sheet, management of interest rate risk has been pursued through emphasizing growth

of lower costing and less interest rate sensitive transaction and savings account
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deposits and utilizing longer term fixed rate FHLB advances. Transaction and savings
account deposits comprised 37.85% of the Association’s average deposits for the six
months ended December 31, 2010.

The infusion of stock proceeds will serve to further limit the Association'’s interest
rate risk exposure, as most of the net proceeds will be redeployed into interest-earning
assets and the increase in the Association’s capital position will lessen the proportion of

interest rate sensitive liabilities funding assets.

Lending Activities and Strategy

Iroquois Federal's lending activities have traditionally emphasized 1-4 family
permanent mortgage loans and such loans continue to comprise the largest component
of the Association’s loan portfolio. Beyond 1-4 family loans, lending diversification by
the Association has emphasized commercial real estate/multi-family loans followed by
consumer loans and commercial business loans. Other areas of lending diversification
for the Association include home equity and construction loans. Going forward, the
Association’s lending strategy is to continue to emphasize diversification of the loan
portfolio, particularly with respect to growth of commercial real estate and commercial
business loans. The origination of 1-4 family permanent mortgage loans is expected to
remain an active area of lending for the Association, although growth of the 1-4 family
loan portfolio will be limited as new loan production will be offset by the sale of most
longer term fixed rate originations and repayments on the existing portfolio. The
Association’s general lending philosophy has been to limit its lending activities to local
and familiar markets. Exhibit 1-9 provides historical detail of Iroquois Federal's loan
portfolio composition over the past five and one-half fiscal years. Exhibit [-10 provides
the contractual maturity of the Association’s loan portfolio by loan type as of December
31, 2010.

Iroquois Federal offers both fixed rate and adjustable rate 1-4 family permanent
mortgage loans, with most current originations consisting of fixed rate loans reflecting
high demand for such loans in the low interest rate environment that has prevailed in

recent years. Loans are underwritten to secondary market guidelines, as the
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Association's current philosophy has been to sell most originations of fixed rate loans
with terms of more than 15 years into the secondary market. Loans are soid on a
servicing retained basis. ARM loans offered by the Association have initial repricing
terms of one, three, five and seven years and then convert to a one-year ARM loan for
the balance of the mortgage term. Fixed rate loans are offered for terms of 10 through
30 years. Residential loans are generated through the Association’s in-house lending
staff, walk-ins, on-line banking and third party referrals. As of December 31, 2010, the
Association’s outstanding balance of 1-4 family loans equaled $148.9 million or 61.0%

of total loans outstanding.

The Association’s 1-4 family lending activities include home equity loans and
home equity lines of credit, which are offered as fixed and variable rate loans. Home
equity lines of credit are tied to the prime rate as published in The Wall Street Journal.
Home equity loans and lines of credit are offered for terms of up to 15 years consisting
of a maximum five year draw period and 10 year term for repayment of the loan. The
Association will originate home equity loans-and lines of credit up to a maximum loan-to
value (“LTV") ratio of 90.0%, inclusive of other liens on the property. As of December
31, 2010, the Association’s outstanding balance of home equity loans and home equity

lines of credit equaled $9.7 million or 4.0% of total loans outstanding.

Construction loans originated by the Association consist of loans to finance the
construction of 1-4 family residences and commercial/multi-family properties. The
Association’s 1-4 family construction lending activities generally consist of
construction/permanent loans, which are originated up to a LTV ratio of 80.0%.
Commercial real estate construction loans generally require a commitment for
permanent financing to be in place prior to closing construction loan and are originated
up to 80.0% of the completed appraised value of the property. Residential and
commercial construction loans are interest only loans during the construction period. As
of December 31, 2010, outstanding construction loans equaled $1.2 million or 0.5% of

total loans outstanding.

The balance of the mortgage loan portfolio consists of commercial real estate,
multi-family and land loans, which are collateralized by properties in the Association’s
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regional lending area. Iroquois Federal generally originates commercial real estate and
multi-family loans up to a maximum LTV ratio of 75.0% and requires a minimum debt-
coverage ratio of 1.2 times. Commercial real estate and multi-family loans are generally
offered as balloon loans, with a balloon term of five years and amortization terms of up
to 20 years. Properties securing the commercial real estate and multi-family loan
portfolio include small office buildings, churches, restaurants and apartment buildings.
Land loans consist substantially of properties that will be used for residential
development and are typically extended up to a LTV ratio of 75.0%. Land loans are
generally prime rate based loans for terms of up to five years. The largest commercial
real estate/multi-family or land loan in the Association’s loan portfolio at December 31,
2010 was a $5.8 million loan secured by apartment buildings and was performing in
accordance with its terms at December 31, 2010. As of December 31, 2010, the
Association’s outstanding balance of commercial real estate, multi-family and land ioans

totaled $52.2 million or 21.4% of total loans outstanding.

Iroquois Federal's diversification into non-mortgage loans is fairly evenly
distributed between consumer loans and commercial business loans. Beyond home
equity loans and line of credit, the Association’'s consumer lending activities have been
concentrated in automobile loans. Auto loans are originated directly with the consumer
and indirectly through relationships with local dealerships. The remaining balance of
the Association’s consumer loan portfolio consists largely of loans secured by deposits
and other types of installment loans. As of December 31, 2010, the Association’s
outstanding balance of consumer loans equaled $16.8 million or 6.9% of total loans

outstanding and included $10.8 million of auto loans.

The commercial business loan portfolio is generated through extending loans to
businesses operating in the local market area. Commercial business loans offered by
the Association consist of prime rate based loans, as well as fixed rate loans which are
generally secured by equipment. Commercial business loans are generally offered for
terms of up to five years. Loans secured by business assets such as accounts
receivable, inventory and equipment account for the major portion of the Association’s

commercial loan portfolio, while the portfolio also includes a limited amount of
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unsecured loans. Expansion of commercial business and commercial real estate
lending activities are areas of lending emphasis for the Association, pursuant to which
the Association is seeking to become a full service community bank to its commercial
loan customers through offering a full range of commercial loan products that can be
packaged with lower cost commercial deposit products. As of December 31, 2010,
Iroquois Federal's outstanding balance of commercial business loans equaled $15.5

million or 6.3% of total loans outstanding.

Exhibit 1-11 provides a summary of the Association’s lending activities over the
past three and one-half fiscal years. Total loans originated increased from $63.0 million
in fiscal year 2008 to $81.8 million in fiscal year 2009, but then decreased to $67.7
million in fiscal year 2010. For the six months ended December 31, 2010, total loans
originated equaled $51.6 million. Fluctuations in the Association’s lending volumes
were largely related to increases and decreases in 1-4 family loans originated. Loans
secured by 1-4 family properties comprised the largest source of originations during the
past three and one-half fiscal years, followed by originations of commercial real estate
and muiti-family loans. Originations of 1-4 family loans accounted for approximately
53% of total loans originated during the past three and one-half fiscal years and
approximately 38% of the Association’s 1- 4 family loan originations were sold during
the past three and one-half fiscal years. The Association did not purchase any loans
during the past three and one-half fiscal years. Loan originations exceeded loans sold
and principal repayments during the past three and one-half fiscal years, which provided
for a positive trend in loans receivable since year fiscal year end 2007. Overall, net
loans receivable increased from $206.7 million at fiscal year end 2007 to $240.7 million
at December 31, 2010.

Asset Quality

The Association’s historical 1-4 family lending emphasis and emphasis on
lending in local and familiar markets have generally supported the maintenance of
relatively favorable credit quality measures. However, with the onset of the recession

and less favorable real estate market conditions, the Association has experienced some
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credit quality deterioration in its loan portfolio in recent years Over the past five and
one-half fiscal years, Iroquois Federal’s balance of non-performing assets, consisting of
non-accruing loans, accruing loans 90 days or more past due and repossess assets,
ranged from a low of 0.16% of assets at fiscal year end 2007 to a high of 1.13% of
assets at fiscal year end 2010. As shown in Exhibit I-12, non-performing assets at
December 31, 2010 totaled $4.4 million or 1.10% of assets. The non-performing assets
balance at December 31, 2010 consisted of $3.5 million of non-accruing loans,
$511,000 of accruing loans 90 days or more past due and $386,000 of reposed assets.
The major portion of the non-performing assets balance at December 31, 2010
consisted of 1-4 family loans or 1-4 family residences that were held as real estate

owned.

To track the Association's asset quality and the adequacy of valuation
allowances, Iroquois Federal has established detailed asset classification policies and
procedures which are consistent with regulatory guidelines. Detailed asset
classifications are reviewed quarterly by senior management and the Board. Pursuant
to these procedures, when needed, the Association establishes additional valuation
allowances to cover anticipated losses in classified or non-classified assets. As of
December 31, 2010, the Association maintained valuation allowances of $2.7 million,
equal to 1.13% of net loans receivable and 66.95% of non-accruing loans and accruing

loans 90 days or more past due.

Funding Composition and Strategy

Deposits have consistently served as the Association’s primary funding source
and at December 31, 2010 deposits accounted for 91.5% of Iroquois Federal's interest-
bearing funding composition. Exhibit 1-13 sets forth the Association’s deposit
composition for the past three and one-half fiscal years and Exhibit I-14 provides the
interest rate and maturity composition of the CD portfolio at December 31, 2010. CDs
constitute the largest component of the Association’s deposit composition, although the
concentration of CDs comprising total deposits has declined in recent years reflecting a
comparatively stronger growth rate for the Association’s transaction and savings



RP® Financial, LC. OVERVIEW AND FINANCIAL ANALYSIS
1.20

account deposits. For the six months ended December 31, 2010, the balance of CDs
averaged $206.5 million or 62.15% of average deposits, versus comparable measures
of $199.1 million and 72.08% of average deposits during fiscal year 2008. CDs with
scheduled maturities of one year or less comprised 75.3% of the Association’s CDs at
December 31, 2010. As of December 31, 2010, jumbo CDs (CD accounts with
balances of $100,000 or more) amounted to $80.6 million or 38.8% of total CDs. The
Association maintained $6.0 million of brokered deposit at December 31, 2010.

For the six month ended December 31, 2010, the average balance of the
Association’s savings and transaction accounts was $125.8 million or 37.85% of
average deposits. Comparatively, the average balance of core deposits was $77.1
million or 27.92% of average deposits for fiscal year 2008. Over the past three and
one-half fiscal years, money market accounts have been the primary source of the
Association’s core deposit growth. Money market account deposits comprise the
largest concentration of the Association’s core deposits and for the six months ended
December 31, 2010 money market account deposits comprised 56.6% of the average

balance of core deposits.

Borrowings serve as an alternative funding source for the Association to facilitate
management of funding costs and interest rate risk. The Association’s utilization of
borrowings has generally been maintained at less than 10% of assets over the past five
and one-half fiscal years. The Association maintained $31.0 million of FHLB advances
at December 31, 2010 with a weighted average rate of 2.83%. FHLB advances held by
the Association at December 31, 2010 consisted of a mix of short- and long-term
borrowings, with maturities on long-term borrowings currently extending out beyond five
years. Over the past five and one-half fiscal years, FHLB advances have been the only
source of borrowings utilized by the Association. Exhibit I-15 provides further detail of

the Association’s borrowings activities during the past three and one-half fiscal years.

Subsidiary Activities and Affiliations

L.C.I. Service Corporation is a wholly-owned subsidiary of Iroquois Federal.

L.C.I. Service Corporation offers insurance products through Iroquois Insurance
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Agency.

lroquois Financial Services, which is a division of Iroquois Federal, offers
brokerage and investment advisory services through an affiliation with Raymond James

Financial Services, Inc.

Legal Proceedings

Iroquois Federal is not currently party to any pending legal proceedings that the
Association’s management believes would have a material adverse effect on the

Association’s financial condition, results of operations or cash flows.
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Il. MARKET AREA

Introduction

Organized in 1883, the Association is headquartered in Watseka, Illinois. The
headquarters office and a branch office are located in Iroquois County, lllinois. Two
additional branches are located in Vermilion County, IIIinois,‘ located directly south of
Iroquois County. The Association also maintains a loan production office in Osage
Beach, Missouri, which is in central Missouri. Iroquois and Vermilion Counties are
located along the eastern portion of the state of lllinois, south of Chicago, The city of
Watseka, which has a population of approximately 5,500, is located in the rural eastern
portion of the county approximately 15 miles from the lllinois-Indiana border and
approximately 100 miles south of Chicago. Exhibit 1l-1 provides information on the

Association’s office properties.

Future growth opportunities for the Association depend on the future growth and
stability of the local and reg